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SUBJECT : Payment of Interest on Title XIT Loans

l. Purpose. To provide States with instructiens
for payment of interest on Title XII adv¥ances due
September 30, 1987, .

2, References. Social Security act {854), Sections
1202{b} (37 (AY, 1202(b) (5}, and 303{c)(3): Federal
Unempleyment Tax Act (FUTA), Section 3304{a) (17} an&
UIPL 57-86,

3. Background. Public Law 98-21 amended Section
12027k} (37 fAY of the Sovial Security Act to require
that the payment of interest Que on Title XII
advances must be made before the first dav of the
next fiscal year.

L ol

Interest due and payable on advances made during the
months of May through September 1%87 may be deferred
until no later than the last day of calendar year
1988. Interest will accrue on the deferred intereat
until it is paid. No interest is due on advances
made January 1 through September 20 and repaid in
fuil prior to October 1 in the same calendar year
provided no additional advances are obtained before
the end of the calendar year, If an edditiconal loean
is obtained after September 30 apnd within the same
calendar year, interest on loans secured prior to
Cotober 1 of the same calendar vear is due and
payable the day after the day that first additional
borrowing oceours.

RESCIS%IOMS RXMAATION DATE

Sectembar 30, 1988
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The Department of Labor and the Trust/Funds Branch in the 01,8,

Treasury have determined and agreed that since the last day of

Fiscal ¥Year (FY) 1987 falls on a Wednesday, any interest due and ﬁ%?
payable prior to October 1, must be paid on or before Wednesday,
September 30, 1987. The rate oI iInhterest charged during Calendar

Year 1587 is 9.33 percent; the rate of interest for Calendar Year

1586 is 9.97 percent.

4, Source of Funds. Section 1202(b){5) of the 58A provides that:
Interest reqguilred to be pald under paragraph (1) shall not hLe paid
{directly or indirectly) by a State from amounts in its
unempleyment fund. If the Secretary of Labor determines that any
State action results in the paving of such interest directly or
indirectly (by am equivalent reductieon in S5tate unemployment taxes
or otherwise) from such unemployment fund, the Secretary of Labor
hall neot certify such State's unemployment compensation law under
Secticn 3304 of the Internal Revenue Code of 195%4. Such
noncertification shall be made in accerdance with Section 3304(c)
of such code, : .

Section 303{c) {3), §5a, and Section 3304{z) (17}, FUTa, also

prohibit paying interest directly or indirectly from the State's
unemployment fund. To clarify what constitutes acceptakle funding
sources UIPL 30-86 was issued on may 12, 1986, It stated that
payment of interest on Title XII advances from any State fungd

other than the State unemployment fund is not prohibited by

Federal law even if State law requires or permits excess amounts (i
in that fund to be transferred to the unenployment fund. These '
Funds include penalty and interest and special funds which have '
been created solely for the payment of interest on Title XII
advances,

In accordance with Federal law, the Secretary of Labor must
determine if the funds used for the payment of interest were
derived directly or indirectly from State unemployment funds.

S. Procedure. To expedite the interest calculation and billing
progcess at Treasury a2nd to previde SESAs with mere time to
transmit interest amounts due, the following procedurs which was
initiated in 1924, is continued this year:

a, Treasury Calculation and Billing of Interest Due,
September i8, 1%8/, has been designated as the cut-off date fer
the calculation of interest due, Interest will be calculated by
Treasury on the ocutstanding balance of intersst-bearing Title XII
advances as of the c¢lose of business on that day and projected
through September 30, 1987. This amount will be billed to the
States as the apount of intereszt due and pavable opn or before Sap-
tember 30, 1987.
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Projection of interest assumes no further advances or repayments
after the cut-off date and through September 30, 1987, If a State
receives additional advances or makes voluntary repayments after
the September 18 cut-off date, the amount billed by the Treasury
must be adjusted by the SESA in accordance with the procedure in
ib) and (¢) below. . \

b. Increased Interest Due to Advances Received After
September 1B, 1987. The formula SESAs are Lo follow to calculate
the daily interest accrual on Title XII advances received during
the period September 21 through September 30, 1987, is as follows:

Interest Rate (%.33 percent) times 1 day divided by 3165 times the
advance amounts received from September 21 through September 30,
1987, and outstanding on that day equals the amount of interest
due for that day {rocunded to the nearast cent). This procedure
must be repeated for each day such advance amounts are cutstanding
from the day of receipt until and including September 30, 1987,
The increased amount of interest due will be the sum of the daily
interest aceruvals resulting from the above calcilations and is to
be added by the SESA to the amount billed by Treasury.

¢. Reduction of Interest Ampunt Billed Due to Voluntacy

Repayments Made After September 18, J987. To detecmine the amount
of Interest to be subtracted from the amount billed by Treasury in
the event a repayment(s) is made subsequent to September 18, and
on or before September 30, 1987, the following procedure should be
used: Perform the calculation as explained in (b] above to
determine the Qaily interest accrual for each repayment from the
date made until and including September 30, 1987 (rounded to the
nearest cent). The ameunt to be subiracted from the amount billead
by Treasury will be the stm of the dally lnterest acecruals from
each day's repayment(s) as explained ahove. Anv adjustment to the
amount billed by Treasury must be documented and substantiated in
a letter to the Trust/Punds Branch which must follow the.interest
payment immediately. Treasury will verify the transactions and
adjustments and advisge the State if further action is reguired.
Accuracy in the caleulation of adjustments by SESAs is essential.

d. Important Wotice. 1If a discrepancy occurs which resuylts
in a late paymenf, the sanctions provided in Section 3304 ¢a) {17}
of the Pederal Unemployment Tax Act and Sactions 303(c) (3) and
1202(b) (5) of the Social Security act apply in accordance with
Section 3304(c), FOTA.

6. Treasury Contacts,

a, The billing notice to the States will inciude the name and
telephone number of & contact persom in the Trust/Funds Branch in
the U.5. Treasury., EBExact detailed instructions for SESAs to
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follow to pay the interest amount due+and payable on or before @
September 30, 1987, will also be included in the billing letters
prepared by Treasury.

b. Treasury Staff are available for censultation with SESAs
at any time to verify leoans, repayments, and interest charges, .
Correspondence to the Treasury should be mailed ta:

Mr. Ron Iroff

Manager, Fuonds Accounting Branch
0.8. Treasury Department
Treasury Antiex #1 Room 32§
Washington, D.C. 20228

7. OMB Approval. State Governors' Reguests for Advances or
kRepavment of Title XII Advances have been approved In accordance
with the Paperwork Reduction Act of 1980. OMB approval Heo.
1205-0199%, expiring December 31, 1987. :

’

B. Action Required.

a. Agency Administrators shounld:

1) Assure that the responsible individuals are advised of )
this directive, and ﬁ'

2) Assure that any interest due and payvable on or before
September 30, 1987, (or at any later time) is paid timely and
in accordance with instructions provided by the 0U.5. Treasury
Department and Federal law requirements.

b. The Governor of each State potentially liable for the
payment of interest due on Title XII advances at the close of
FY 1987 i8 requested to provide to the Secratary of Labor on
or before September 30, 1987, the following information:

1) 1Identification and description of the funding source
to be used for the payment of interest which becomes due and
payable prior tc the beginning of F¥ 1588 {October 1,
1587y, and

2) Statutory hasis for the establishment and use of such
funds. :

The requested information should be forwarded to:

&
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Honeorable William E. Brock

Secretary of Labor

0.5. Department of Laber

Room 5-2523

200 Constitution Avenus, MN.W.
Washington, D.C. 20210

6. TInguiries, Direct inguiries toc the appropriate
Regional Office.



